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STATE AND NATIONAL BANK CIRCULATION. 

Discussing the subject of State and national bank circu- 
lation, I said in my recent report. . . . The Constitution 
of the United States prohibits the States from coining money 
or making anything except gold and silver legal tender. 
State-bank bills could not become a legal tender. Neither 
are national-bank bills. State-bank bills when issued add 
just so much to the liabilities of the bank. They would 
circulate freely in times of prosperity and confidence. In 
times of monetary stringency and general distrust they would 
return to the banks for redemption. They would have to be 
redeemed in legal-tender money provided by Congress. 
Congress must, under the Constitution, provide all the money 
that possesses a full debt-paying power. By every considera- 
tion of sound business principles it should provide all the 
money that the country requires. No public interest can be 
served by dividing this function with the forty-four States. 
Every period of financial depression in the past resulted in 
the suspension of specie payments, more or less general, by 
the banks ; that is, resulted in the inability of the banks 
to redeem their notes. The same conditions would produce 
similar results in the future. If State-bank notes are allowed to 
circulate, their acceptance is not voluntary ; it becomes a 
business necessity. Many mine-owners, manufacturers, and 
large employers of labor practiced paying their help in store 
orders, in order to control their trade and make the extra 
profit. Surely, under the law, the acceptance or rejection 
of such orders was purely voluntary, and yet their accept- 
ance for fear of losing their employment was general. 

So great did this abuse become that many States have 
enacted laws compelling corporations to pay their laborers, 
at regular intervals, in money. The wealthy class could 
provide themselves with the means of discriminating against 
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the notes of weak banks, and if they found themselves pos- 
sessed of any would proceed to work them off upon their less 
fortunate neighbors. This is the record of the past. It would 
be the experience of the future. To the average laboring 
man a bank-note reporter and detector would be as inexplic- 
able as the binomial theorem. When a bank suspends, the 
fact that the note is secured and will be eventually paid is 
poor consolation to the laborer who needs his money for his 
daily use. The note of a failed national bank is as good as 
that of any bank in the system. The restoration of State- 
bank circulation portends disaster to that class of our citi- 
zens who most need and have most right to ask protection 
from the Government. State-bank circulation loses its money 
power in a crisis. It is a source of weakness and adds to the 
danger. Instead of paying debts it comes forward itself to be 
paid. . . . 

Ninety per cent of all business transactions are represented 
by credits and, says Edward Atkinson, in the ' ' Engineering 
Magazine," "The Government does not attempt to exercise 
any supervision in respect to these drafts, checks and bills 
of exchange" which represent such credits. He then says 
a bank note " is a check drawn or made by the officers of the 
bank upon the funds of the bank," and argues that it should 
be allowed to circulate without tax or interference by the 
Government, precisely the same as checks. This is specious 
reasoning. No man accepts a check without inquiry as to 
the credit of the drawer and drawee, and if the same is 
not honored he may cause it to be protested and recover 
from the party from whom it was received. 

It is not practicable to require an endorsement upon State- 
bank bills, with a view to charging an endorser, and with one 
such endorsement they would cease to circulate. A thousand 
dollar payment may represent twenty different banks. If 
bank bills were so treated they would be no better than 
checks. They would not answer Mr. Atkinson's wants. 
Checks must be paid. He wants State-bank bills as money 
not to be paid in money. They are " not capable of being 
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forced upon an unwilling person," says he. That state- 
ment is theoretically true, but practically it is wholly false. 
A banker, or large merchant or manufacturer, may be in a 
position, equipped with skilled men or expert information, 
to exercise discrimination between the strong and weak banks. 
But what can the artisan, the day laborer, the miner, or the 
fanner know of such a matter ? From the nature of their 
calling they can exercise no discrimination. They know, 
and they can only know, that the Government allows such 
bills to circulate, in form and semblance of money, and they 
have the right to hold the Government responsible that it be 
worth 100 cents on the dollar, whether it comes from New 
York or New Mexico. 

If allowed to circulate, their acceptance would follow as a 
necessity of the situation by that class who have most need 
of protection. 

I am frequently asked by business men to explain the dif- 
ferent kinds of paper money in use, and usually answer 
by reading to them from the bills in their own pocket. The 
information they ask is printed upon the money they carry. 
That indicates how little attention people give to the money 
they receive and shows that its soundness and freedom from 
counterfeit is such that there is little need to give attention 
to anything but the numerals. 

There is nothing more fallacious than the idea that we can 
have good local currency — good, for instance, in Kansas 
but not good in Pennsylvania. It might pass at par in 
Kansas and at a discount in Pennsylvania ; still its purchas- 
ing power would be equal in both places. The discount in 
Pennsylvania would be equaled by a corresponding increase 
of the cost price in Kansas. That is an inevitable law 
attendant upon depreciated currency. A good draft upon 
New York is worth more than a good draft upon St. Paul, 
because it will be accepted over a wider area and by a larger 
number of people. A Bank of England note is worth more 
than any other paper money, because it is known and will 
be accepted in all commercial nations. Some one may say 
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a draft upon St. Paul is worth just as much to an inhabitant 
of St. Paul as a draft on New York. If St. Paul had no 
business with the outside world that would be true. But the 
same commercial laws that give added value to New York 
exchange would apply to citizens of St. Paul as well as 
other cities. 

The wider the area in which money will be accepted as 
good, the greater the value of such money. 

If the forty-four States are to share with Congress the 
issuing of paper money then will we have a chain of sov- 
ereignties, each with varying laws and varying systems. At 
present, in thirteen States the issuing of circulating notes 
is prohibited. In fifteen States there is no provision of law 
authorizing State banks to issue circulating notes. In the 
remaining sixteen, circulation is provided for with widely 
varying provisions as to amount and security. 

The profit upon bank circulation depends upon the length 
of time it remains outstanding. State banks, in order to get 
their circulation into general use and keep it outstanding, 
would seek to arrange with city correspondents for its redemp- 
tion. The competition for bank accounts is so intense that 
all our cities would be drawn into the meshes and whatever 
might be weak or bad in this State-bank circulation, would 
not be confined to the place of issue, but extend to the whole 
country. Currency cannot be localized by States. 

Mr. White's proposition is that " The national banking 
system, note issues and all, can be and ought to be preserved 
after the bonds have been paid off — that no bond security 
need be substituted in place of those now used — and when 
this change is made there will be no need of State-bank 
issues, since all that the States can safely do, the general 
Government can do better." 

I cordially endorse the proposition as a whole, but think 
circulation should be secured. The payment and extinction 
of the national debt in the immediate future is an erroneous 
assumption. If national banks and national-bank circula- 
tion exist until that period arrives we shall leave them as a 
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heritage to our children. United States bonds are the 
choicest, safest and least profitable investment at the present 
time. When they cease to exist, of necessity, other securi- 
ties, suitable for the purpose, will exist. Those who insist 
that circulation needs no security, other than to be a preferred 
claim against the assets of a bank, strengthened by stock- 
holders' liability and safety-fund provisions, usually assume 
that the function of Government ends with securing and 
protecting noteholders. The Government goes further and 
by restrictive legislation and supervision seeks to protect all 
creditors, and incidentally stockholders, though stockholders 
stand in the position of guaranteeing creditbrs. 

The business of banking has undergone many changes in 
the last thirty years. The purely commercial functions, as 
formulated in text books and laid down by the courts, as the 
business of a bank, fail fully to describe the banking of 
to-day. Banks of discount and deposit have become large 
owners of securities. The banks in the twenty -three reserve 
cities owned on December 9, 1892, $40,474,850 in United 
States bonds. This ownership was largely compulsory. But 
on the same date they owned $64,695, 256.96 in other securities 
the ownership of which was wholly voluntary, and the 
total holdings of ail the banks, on that date, of securities 
other than United States bonds, were $153,648, 180.71. 

Since banks voluntarily own securities it would not be an 
onerous provision to require them to own proper securities as 
a basis for circulating notes. 

No holder of a national bank-note has ever lost anything 
by reason of a bank failure. How would it have been had not 
the statute required bonds as security for such circulation ? 
During the thirty years' existence of the national banking 
system 181 banks have failed. Of the 181 failed banks, 
thirty-nine have paid creditors in full, principal and interest ; 
six principal and part of the interest, and thirteen principal 
only. The affairs of no banks have been finally closed, 
leaving seventy in process of settlement, of which sixteen are 
virtually closed, with the exception of pending litigation, 
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fifty-four receiverships being in active operation. One bank 
was permitted to resume business. 

The total amount so far paid to creditors of insolvent 
national banks has been $48,052,938 upon proved claims 
amounting to $70,830,366. 

Of course there are some remaining claims to be proven 
and a large amount of assets to be distributed in dividends. 
In thirty- three of these banks, whose affairs have been finally 
closed, the total amount of dividends paid was less than the 
amount of circulating notes outstanding, and but for the 
bonds required as security, noteholders might not have been 
paid in full. 

In the case of nineteen banks, whose date of failure ranges 
from April 22, 1884, down to July 22, 1892, and whose 
affairs are not finally closed, the noteholders would not 
have received payment at the present time. 

The total circulation of these fifty-three banks was 
$3>3 I o,5 2 9, total dividends $2,095,678. 



List of Insolvent National Banks, dividends paid and circulation 
issued, of associations whose dividends were less in amount than 
the circulation outstanding. 



TITLE. 


1 
Date 1 Dividends 
Failed.! Paid. 

1 


Circulation 

Issued. 


♦Merchants' Nat'l Bank, Washington, D. C. 

♦First National Bank, Medina, N. Y. . . 
♦Tennessee Nac'l Bank, Memphis, Tenn. . 
♦National Unadilla Bank, Unadilla, N. Y. 
♦Croton National Bank, New York, N. Y. 


1866 
1867 

If 

(1 


1165,769 

132,305 
65,335 
58,661 

143,307 


$l8o,OO0 

$40,000 

90.000 

100,000 

180,000 




4 
1868 
1869 
1872 


£299,608 
$16,654 
$29,277 
$15,142 


&110.000 


♦National Bank of Vicksburg, Miss. . . . 
♦First National Bank, Rockford, 111. . . . 
♦First National Bank, Fort Smith, Ark. . 


10 10 10 

k 



* Finally closed. 
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TITLE. 



*First National Bank, Petersburg, Va . . 
*Merchants' Nat'l Bank, Petersburg, Va. . 
*First National Bank, Topeka, Kans. . . 

Total 

•First National Bank of Utah, Salt Lake 
City, Utah 

*Cook County National Bank, Chicago, 111. 

*Fourth National Bank, Chicago, 111. . . 
"First National Bank, Bedford, Iowa . . 
*First National Bauk, Osceola, Iowa . 
*Watkins National Bank, Watkins, N. Y. 
*First National Bank, Greenfield, Ohio . 

Total . 

♦First National Bank, Ashland, Pa. ... 
*First National Bank, Waynesburg, Pa. . 

*First National Bank, Dallas Tex 

*People's National Bauk, Helena, Mont. 
♦Merchants' Nat'l Bank, Fort Scott, Kans, 
♦Farmers' National Bank, Platte City, Mo. 

Total 

♦National Bank, Poultney, Vt 

♦First National Bank, Monticello, Ind. . . 

Total. 

♦City National Bank, Lawrenceburg, Ind. 

First National Bank, St. Albans, Vt. 
♦Hot Springs Nat'l Bank, Hot Springs, Ark, 
♦First National Bank, Jamestown, N. Dak. 

Total 

♦First National Bank, Angelica, N. Y. . . 

♦Palatka National Bank, Palatka, Fla. . . 

First National Bank, Sheflield, Ala. . . . 

First National Bank, Alma, Kans. . . . 
First National Bank, Mead Center, Kans. 

Total 

* Finally closed. 
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Date Dividends 

Failed.! Paid. 



1873 



i $125,667 

! 259.487 
31,668 



1874 
1875 
1876 



5 
1878 



6 
1879 



2 
18S4 



4 
1886 
1887 
1889 
1890 



$416,822 

$19,002 

$228,412 

$18,258 

12,624 

34,536 

60,647 

9,456 



$135,521 

$33,105 
21,710 

29,377 
66,810 
16,670 
11,803 



$179,475 

$88,176 
20,998 



$109,174 

526,809 

72,967 

39.812 

8,807 



Circulation 
Issued. 



$179,200 

360,000 

90,000 



$629,200 

$118,191 

|285,IOO 

$85,700 
27,000 
45.O0O 
67,500 
29,662 

$254,862 

$75,554 
69,345 
29,800 
89,300 
35,328 
27,000 



$326,327 

$90,000 
27,000 



$117,000 

$77,ooo 
89,980 
40,850 
18,650 



$148,395 

$66,394 

$9,492 

$11,901 

$5,553 



! $226,480 

$89,000 

$19,210 

$22,500 

$16,875 
$10,750 



#5,553 



$27,625 
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TITIA 


Date 


Dividends * Circulation 


Failed. 


Paid. 


Issued. 


Second National Bank, McPherson, Kans. 


1891 


17.338 


$11,230 


*AsburyPark Nat'l Bank, AsburyPark, N.J. 


a 


8,753 


20,700 




tt 


14,147 


45,000 


First National Bank, Red Cloud, Neb. . 


tt 


5,607 


16,225 


Central Nebraska Nat'l Bank, Broken 










tt 


.... 


I3,50O 


Florence National Bank, Florence, Ala. . 


" 


.... 


12,900 


First National Bank, Kansas City, Kans. . 


<( 


25,269 


33-750 


Rio Grande National Bank, Laredo.Tex. . 


ti 


.... 


22,500 


First National Bank, Clearfield, Pa. . . . 


tt 


72,518 


85,340 


fFarley National Bank, Montgomery, Ala. 


tt 




22,500 


First National Bank, Cold water, Kans. . 


tt 


8,482 


II,20O 


Total 


II 


1142,114 


$294,865 


Huron National Bank, Huron, S. Dak. . 


1892 




$18,000 


First National Bank, Downs, Kans. . . . 


" 


18,745 


10,750 


*First National Bank, Muncy, Pa 


(i 


80,636 


94,899 


Bell County National Bank, Temple, Tex. 




7,592 


11,250 




tt 




21,800 


Cherryvale Nat'l Bank, Cherryvale, Kans. 


tt 




11,250 


First National Bank, Rockwall, Tex. . . 


(( 




26,720 


Total 


7 


$96,973 


$194,669 


Grand Total 


53 


2,095,678 


3,310,529 



A bank note that is liable to depend for its redemption 
upon the slow liquidation of a failed bank certainly lacks 
convertibility. 

Safety fund provisions are, I think, more onerous to banks 
than the enforced ownership of securities. To require choice 
securities as a basis for circulating notes, compels the con- 
servative investment of a bank's funds, pro ianto, protects 
the noteholders, imposes no hardship upon banks (the present 
hardship is not in owning the high-priced bonds, but in the 
high taxes imposed) and is, in my judgment, free from ob- 
jection, wise, conservative, and justified by experience. 

A. B. Hepburn. 

Treasury Department JVaskington. 
* Finally closed. t Resumed. 



[580] 



